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REPORT OF THE DIRECTORS TO THE SHAREHOLDERS 


Your Board of Directors submits herewith the balance sheet and financial statements for the 
year ended December 31st, 1966 with the following comments: 

Following the Annual Meeting held on March 31st, 1966 your new Board made a complete 
survey of the financial position of the Company and found the following problems and applied the 
hereinafter stated solutions: 


1. The used equipment inventory was too high and carried in the books of the Company 
at unrealistic values as proven by Sales. 

a: The installment contracts and_accounts receivable were high. 

3. The reserves for doubtful accounts were inadequate. 


4. The bank loans were heavy with the result that relations with the Bank were strained 


and the Company was vulnerable in a tight money situation. 


&: Certain construction equipment_franchises—have proven unprofitable for the last ten 
years. 

6. The profits from the operation of the Lethbridge branch were marginal. 

ae Certain dividends_were paid in the past which_-were-net-warranted. 

8. Extremely onerous commitments were entered into before the change of management. 


Your Board took the following*Steéps to-correct each situation as follows: 
1. (a) We revalued the used equipment at realizable values. 
(b) We filed a loss return for 1965 with the Department of National Revenue thus 
eliminating most of the income tax liability previously shown. 
(c) We reduced the inventories from $3,493,855 to $1,346,529. 
2. We sold approximately—$1,000;660—of—installment contracts thereby easing the 
receivables situation. 
3: We increased the reserves for doubtful accounts to a more adequate level. 
4. We changed bankers and reduce e bank loan from $1,343,299. to $402,627. 
5. We examined the profitabitity-of-our various franchises and as a result the unprofitable 


construction equipment franchises-were_ terminated. 
The Lethbridge branch was closed and the area is now served by a resident service man. 


| Wwe No dividends were paid durifig-1966 and it is not anticipated that any dividends can 
be paid in 1967. There aré certain reStrictions“on payment of dividends (see note appended to 


balance sheet). 

: Some onerous commitments were wound up at a loss to the Company, but the used 
equipment resulting therefrom still remains to be sold. 
A further result of the steps taken was that: 

a. Our accounts and notes payable were reduced from $1,790,000 to less than 
$160,000.00 « TNO array o te TR 

b. Debentures in the amount of $250,000 were redeemed during 1966 thus satisfying 
sinking fund commitments for the year 1966 to 1970 inclusive. 


C, A marketable securities portfolio_of $250,000 was purchased with-funds not immediately 
needed for operations nded to balance sheet). 


unprofitable franchises resulted in the Company utilizing the $230,000. Contingencies reserve and a 
further loss of $228,232. which reduced the book value of the shares to $9.01 as compared with 
$9.20 shown the year before. 

Our current assets are_now five times our current liabilities as compared with 1.8 times 
the year before and our present working capita $2,279,511 pro more_than three times 
coverage to Debentures outstanding. All this reflects the much healthier state of the finances of the 
Company and proves the correctness of the steps taken to re é Si ; : 

With our finances now in order, cordial relations having been established with our new 
ad and many of our problems solved we can expect to achieve profitable operation in the near 
uture. 

Your Company now operates a General Motors Diesel Engine House and it is our determined 
aim to make this operation one of the most efficient. The outlook for this operation in the Province 
of Alberta is bright indeed. 

Your Board received with regret the resignation of S. G. Cowan, General Manager since 1962. 
The Board wishes to express its appreciation to Mr. Cowan for his services during his term of office. 
His resignation is to become effective on March 30th, 1967. # 
are Mr. lan Robertson has been appointed General’ ‘Manager to take charge on March 30th, 


The Board expresses its thanks and appreciation to our employees without whose faithful and 
loyal cooperation we could not have achieved the improvements summed up in this report. 


Edmonton, Alberta L. DE LA GIRODAY 
March Ist, 1967 Chairman of the Board and President 


ATEROU: 


CONSOLIDATED 


Decembe 


(with comparative fig 


ASSETS 
1966 1965 
CURRENT ASSETS: 
Cast ei Ss ee ee eae ne ee $ 276 $ 8,244 
Marketable securities, at cost (quoted market 
value $242,613). (notes) 27and::3)" Sn eae ee 250,785 — 
Accounts receivable (less allowance for doubtful 
accounts $64,698; 1965—$39,237) (note 2) .................. 1,227,879 1,206,435 
Installment contracts receivable (note 4) .........0...000.0000000.. — 1,109,250 
Agreements for sale, current portion ............00...00..0ccceeeee 12,892 32,714 
Inventories, at lower of cost or net realizable 
value..(note 8) sci ei hee aac Aetna koe ete ee 1,346,529 3,493,855 
Prepaid’ expenses 3.0 cre OR Las es A ee ee i eae ence 12,558 35,936 
Total :current<assets o.oo ete eee 2,850,919 5,886,434 
AGREEMENTS. FOR ‘SALE 33) Coca edie te ee ee 91,014 123,728 
Less amount due within one year .........00...0...c cece eee 12,892 32,714 
78,122 91,014 
Cash surrender value of life insurance ................00...00.cccecceeeeees 2,100 — 
PROPERTY, PLANT AND EQUIPMENT, at cost less depreciation: ; 
Buildings, . <i.) 25 elie ee oe eS ae a Sie eerie 65,110 65,110 
Machinery ‘and equipment 33.4250: =e ee eee 253,334 241,072 
Furniture: and Tixtures tous tr curva cose si nek, pene teen 122,217 121,754 
Automotive: CqQuipment 43.0240. 5 aac eee eed a ae 87,307 69,982 
Leasehold \improvement$ic.c ck ea A ee ee oe ds 63,953 59,979 
sais : 591,921 557,897 
Less accumulated depreciation ..........0...0..0..00ccccccocccececeece eee ees 459,194 429,592 
and 132,727 128,305 
AE ae SE en RS aa Ue area oPL DO ra hart Sle ae baw areie core Bn PCa crave Gh eKGln erties tea 33,350 33,350 
Net <fixed vassets 22.ce 0M gah fe en eae are 166,077 161,655 
Other cASSets. Ge nie pn avec A ee ane ee a, ee mere — 7,944 
Debenture discount, less amount written off ..........0..0000.000.0cce. — 30,000 


See accompanying notes to consolidated financial statements. 


(Referred to in the accompanying report of Peat, Marwick, l 


$3,097,218 


QUIPMENT LIMITED 


D SUBSIDIARIES 


ALANCE SHEET 


1, 1966 


for 1965) (note 1) 


LIABILITIES 
CURRENT LIABILITIES: 
Due to bank, secured (note 2): 
Ste Or OF. CUTTENTL ACCOUNT. sc oas eieu0y, eeiesay a sree bes 


PP TNATACIU ICI AEY Vet. Seige yems He here net tay Tag h gree wy Dh 


Accounts payable and accrued charges ...........0....000..00.ccc, 
Notes payable to suppliers, secured .....................00.00.cccceeeeeees 
PENIS oe Note RAF en Gen doe Ce iad Ge unin Uk geaeadessgameseyeeys 
Sinking fund payment due within one year ..........0.. ee. 

POA CUrrent: abilities its (a eel ee 


614% SINKING FUND DEBENTURES, Series ‘‘A’’, 
due July 15, 1985: 


Authorized $1,000,000, issued $1,000,000, less 
$250,000 redeemed: in. 1966 ee ei ik ee 


Less sinking fund payment due 
within one year (note 5) 0.0.0... 


PUanINGENCGIES RESERVE, 5.05 As be ade i eee ee cos 


SHAREHOLDERS’ EQUITY: 
Capital stock: 


Authorized 206,250 shares without nominal or par value; 
Sarid) GL OG2950 SNATES 3h eco vai ecw eke ee ane el 


Bree SUEDIUS (HOLE: Gute ee oar ct ving oe oe ae a ee mkea 
Total shareholders’ equity ...........000..000..ee, 


CONTINGENT LIABILITIES and commitments (note 7) 


Approved on behalf of the Board: 


S. G. COWAN 
V. HARDY 


Director 
Director 


ll & Co., Chartered Accountants, dated February 28, 1967) 


1966 


$ 134,627 
268,000 


402,627 


156,820 
11,961 


571,408 


750,000 


750,000 


796,389 
979,421 


1,775,810 


$3,097,218 


1965 


$. 202,299 
1,141,000 
1,343,299 

462,896 
1,322,583 
6,283 
50,000 
3,185,061 


1,000,000 


50,000 
950,000 


230,000 


796,389 
1,015,597 
1,811,986 


$6,177,047 


CONSOLIDATED STATEMENT OF EARNINGS 


YEAR ENDED DECEMBER 31, 1966 
(With Comparative Figures for 1965) (Note 1) 


1966 
INCOME: -FROM SALES “AND “SERVICE oe ee A a okie ace tO ee $ 540,863 
FENANCING iccssio cgi die Soa ode are tar ie agar dice aette tuedigte ete Mepis et apa Ue gua ae age au 71,120 
611,983 
EXPENSES: 
Geller. i eel RF: re AS a Seg CER ae 437,585 
Administrative: eh Ges Sa ae NI aU Se RI Tue ar aN StL A SEL ae ee ee ee 292,145 
Financial.) 20 hd res, ie coe et seit ae os oN LLY RTs eV) ae 143,291 
Depreciation oii itive eles Puc kadeeuceicne aauses tad ean Sawettee wear Meany a nis Nacsa SE cede Oh aa 41,969 
DITECtOFS) FEES eee a a ke ellen ike Nee Ae eae a ee Ee Re TE 5,400 
Debenture issue ‘expense: written-off 3. o6io peck occa esi cane tee hoaderenc ces Smee ah ee etna — 
920,390 
Net(loss) earnings: from ‘operations 7.27 Singis. fais cst ce ceanacsacsnerehn on npaeurevetpeaankereueea gene (308,407) 
OTHER INCOME 38,044 
Net (loss) earnings before income taxes v....c.c.cccccccccccssscsssssevsncvsssssensescsetelenesenes " (270,363) 
Provision “for: income, taxes :(reCOVeny) 5 se ae aa ec oY ae 4 
Net’(lo$S) ‘ earniaes 05. sits ii ache ata ta thes nM ahaa ete ie ane a ee a (228,232) > 
Ce 


1965 


939,826 
125,873 
1,065,699 


449,174 
333,176 
169,107 
39,285 
4,763 
12,781 
1,008,286 
57,413 


40,166 
97,579 


5 
59,00. 


CONSOLIDATED STATEMENT OF RETAINED EARNINGS 


YEAR ENDED DECEMBER 31, 1966 


BALANCE: AT.-DECEMBER 31,1965 scar se ee ONS iets ca sel in mae arte See eg 
DEDUCT: 
Adjustment, of: prior: year’s..earnings (note.\1) © oa eas I anes $ 86,800 
Less adjustment to reflect 100% ownership 
of ‘subsidiary ‘Company i255 so sick x lon ceedsantea le dace da hives Seer nui ear eae oh ee en 53,201 
ADD: 
Write-off of CONtINBENCIES FESEFVES .........ccccccccccccccseececccesceccseusceccecsucecessueceereunteceenanees 230,000 
Less: 
Write-off of debenture diSCOUNE ...............ccc ccc cccccseceeeeeeceecseueeeens $ 30,000 
Write-off .of “other. assets 62050 ee ee eee 7,944 37,944 
Net 10SS FOr the YOOr 55d, ssp dys hee ons WE ea nc Be er tA Nig an ea cree a 
Balance at December 31; .° 1966 oii ieee heregulin cca tired Pence nasa eee eee 


CONSOLIDATED STATEMENT 


SOURCE AND APPLICATION OF FUNDS 
YEAR ENDED DECEMBER 31, 1966 


FUNDS APPLIED: 
To meet cash deficit from operations: 


NOE FOSS eee sac NER UR Oe so ales Seats i US Aa aay | Mee ca OA Re ean, ae Ub es 

LOSS CE preclAaticnn sein senor seceetiea ye) satiny Pract oes fnecth otesn aie SACP nC ae mee OL 

Increase in cash surrender value of life insurance ................0..cccccccccccceeeeceeeeeeeeeees 

Gain:on isale’ of fixed assets eee eR GLO UE NET) oo Gu AU INTE RR ae aan ys cee ea ‘ 
Purchase -‘of.-sinking fund. “debentures \ ih scisicok a vacl dens nGhasacucs ovis a calenacteane ame ene $ 250,000 
Less amount shown as current liability in 1965.00.00. ccccceccescceecse tenes 50,000 
Purchase’ of fixed assets: sic ype ete el hee eee he ae tai et anaes 

Total “funds “applied: ein iscsi I oe ee 

FUNDS PROVIDED FROM: 

Proceeds: from sale: of fixed, assets. ..6cc5.c56 ih ki igovincdp eect cto a ne taec deat Bes eee 7,838 
Decrease in agreement for sale receivable beyond one year ..................6cccceee 12,892 

DECREASE IN. “WORKING CAPITAL (2155 ros, ch.cckce on RU vic cae as Chae RF phen reas tele Re Lelt ic en Com 


See accompanying notes to consolidated financial statements 


$1,049,166 


33,569 


1,015,597 


192,056 


1,207,653 


228,232 


$ 979,421 


$ 228,232 
41,969 


186,263 


2,100 
2,629 


190,992 


200,000 
51,600 


442,592 


20,730 


$ 421,862 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1966 


1. Subsequent to the finalization of the financial statements for the year ended December 31, 1965, the directors 
authorized additional write-downs of inventory, additional allowances for doubtful accounts and the setting up of 
a liability for holiday pay. These adjustments were taken into consideration when filing the company’s income 
tax return and consequently adjusted both the income tax liability and the provision for income taxes for 1965. 
The 1965 figures which are supplied for comparative purposes only reflect these changes which are summarized 


below: 
HAVETECOL VaR WHILe -CLOWMSia ace tats Seca vie hn trek ree eaae nt api ator a epee Pt Anat $ 120,791 
Additional allowance for doubtful accounts 20.2 cece 21,380 
Etabilitveropunotidaye Day sew cso cue NGUi aN ull wy tee Cnc ce ae 3) Sat a eet 20,054 
162,225 
reduction) OF provision? TOK INCOME TAXES wei ots is ioeekes en ee 75,425 
GtalwacihUStmentS arene me nee er CP necw aes Finck Rly $ 86,800 


During the year the parent company acquired the remaining outstanding shares of a subsidiary company. The 1965 
comparative figures have been changed to reflect 100% ownership during 1965. 


Certain other minor changes have been made to the 1965 figures to make them comparative with 1966. 
2. The amounts due to the bank are secured by the marketable securities and the accounts receivable. 


3. The marketable securities consist of the following: 

2,500 common shares Cominco Ltd. 

3,000 common shares Trans Mountain Oil Pipe Line Co. Ltd. 

5,000 common shares Canadian Breweries Ltd. 

3,000 common shares Abitibi Paper .Co. Ltd. 

1,000 common shares Industrial Acceptance Corporation Ltd. 
400 common shares D. A. Stuart Oil Co. Ltd. 
500 614% cumulative redeemable Series A $20 par value shares Inter-City Gas Ltd. 
250 share purchase warrants Inter-City Gas Ltd. 


4. During the year a subsidiary company (included in the consolidated financial statements) ceased to carry on 
business as a finance company and sold its installment contracts receivable. 


5. The 614% sinking fund debentures, Series ‘‘A’’ are secured by a first floating charge on the undertaking of the 
company and all of its property and assets. The company has agreed to pay to the trustee, amounts sufficient 
to retire $50,000 aggregate principal amount of debentures on July 15 of each of the years 1966 to 1984 
inclusive. During 1966 the company has delivered to the trustee $250,000 principal amount of debentures so 
that no further sinking fund payments will be required until July 15, 1971. 


6. The trust deed securing the 614% sinking fund debentures Series ‘‘A’’ places certain restrictions on the payment 
of dividends. At December 31, 1966, none of the earned surplus is available for the payment of dividends. 


7. The company is contingently liable at December 31, 1966, in respect of an indirect liability on equipment sales 
and contracts sold with recourse in the amount of $967,612. 
The company has lease commitments in regard to rental premises in an amount of $86,200 annually. These 
leases expire in December, 1982. 


8. In December of 1966, the company terminated certain of its construction equipment franchises. The termination 
of these franchises has resulted in a substantial reduction of inventory at December 31, 1966, as compared to 
1965 and will result in a substantial reduction in the volume of business during 1967. 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Waterous Equipment Limited and subsidiaries as of 
December 31, 1966 and the consolidated statements of earnings and retained earnings for the year ended on that 
date and have obtained all the information and explanations we have required. Our examination included a general 
review of the accounting procedures and such tests of accounting records and other supporting evidence as we 
considered necessary in the circumstances. 


In our opinion, and according to the best of our information and the explanations given to us and as 
. Shown by the books of the companies, the accompanying consolidated balance sheet and consolidated statements 
of earnings and retained earnings are properly drawn up so as to exhibit a true and correct view of the state of 
the affairs of the company and its subsidiaries at December 31, 1966, and the results of their operations for the 
year ended on that date, in accordance with generally accepted accounting principles applied on a basis consistent 
with that of the preceding year. Also, in our opinion, the accompanying consolidated statement of source and 
application of funds presents fairly the information shown therein. 


Edmonton, Alberta, Peat, Marwick, Mitchell & Co. 
February 28, 1967. Chartered Accountants. 


